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OFFICE OF REPORTS AND ESTIMATES* CIA 
FAR EAST/iPACIFIC BRANCH 


INTELLIGENCE HIGHLIGHTS NO* 59 
13 JULY - 19 JULY 1949 


SECTION I » SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS 


Most Far Eastern nations have remained noncommittal in response to 
the Chiang-Quirino proposal for an anti»Corr*nunlst "Pacific Union" (p & 2). 

25X6A 



The Republic of Korea has asked that UN military observers be posted 
along the "incident "-ridden 58th Parallel (p B 3). 


The Chinese Communists have announced the beginning of a new "major 
offensive" in central China after a two-month lull in operations (p* 4). 
•foanwhila* Communist intransigence in the treatment of foreigners appears 
to be threatening future relations with the West to the Communists’ own 
possible disadvantage (p, S)» 


25X6A 



r rsin f w r tati0ns U8 “ d in Sections of this Weekly 

s „ * or 0 J indicate the importance of tee items in b/fe opinion 
with A representing the most important* 
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SECTION II * DEVELOPMENTS IN SPECIFIED AREAS 
GENERAL 

ttlio g Proposal— ate Chteng-Sulrino propel for "> 
. -S? 1 ® .f,* 0 counteract and contain Asiatio Communism, haa h.en 

US n Soth the unwillingness of the 

to aupport such a hloo and the fact that initiative for the envisioned 

Ch^e S aT+f r0m if! / 6tired " leader of the Prostrate and discredited 

Government evidently have caused most Asiatic nations 
to hesitate before indicating their attitudes. nations 

Kor fl J hre \ area8 7 N& 7T li8t China ' the Philippines, and the Reoublio of 
Korea - have endorsed the plan. Other countries, hoover, have been 

either noncommittal or entirely silent. The Prime Minister of Thailand 

matter by sayin £ that ^ailand has not been 

on^4 Julv r 6 Burmese Porei ^ Viator stated 

Mo l it ll tK 7 B 7 ay fa ' rar &bly consider" the formation of a Pacific 

Sold tL :i + T° rk f ° r r rld Pe&Ce &nd Parity. Hoover, he quel 

S So'Csfl:^™” 085 ° f 8UOh “ Uni °“ in *» throat 

Indonesia ^Philippine President Quirino, ^presents tives of the 

lands MiSa ter 1 th ® Phili PP ilM » enthuaia. tio. The Nether- 

comit t t ! \ lippin f 8 ^ hoover, has been instructed not to 

X f* In * adoohlna » the diplomatic counselor to the French ilirh 

SS ?he°SSnelTl ed FI ^ Barnes* ooop^atLn 

^eted 1^1 e atl ° nall8ts ‘- Peking that such action would be inter- 
interference m Chinese internal affairs and constitute an 

22^nXL!Sr^ Bt attaCk ° n Ind °° hinar AUStl * alia *» d ** Zealand 
the !llM i0nS a pr ! lir ' inary oonf «»“o® to discuss the formation of 

llLTlT Q fj &t been issued ° Before doiE S so. President Sill 

Pacific nation^ Amhassador Romulo from his post at the UN, to interrogate 

s r ^rr^ss;-o 0 sri:-Aifs 
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KOREA 

Tm Bor der Observe ra~ In a recent letter, the Foreign « 
Minister or the Republic of Korea suggested to the United Nations Com 
-£!“«*«• <*°*> «“t a unit of TO 
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A previous proposal for UN military observers had been considered 
by UNCOK during April and May, 1949, but the matter was dropped with- 
out aotion being taken. At that time. Commission members were divided 
on the possible effectiveness and advisability of observers in Korea, 

The UK Secretariat, further, informed UKCOK on that occasion that UN 
military observers were sent to the field as a result of Security 
Counoil or General Assembly aotion. The Secretariat stated that since 
the US was withdrawing its armed forces from Korea, it could be pre- 
sumed that America, at least, was satisfied that no threat to inter- 
national peace existed in the area and for this reason there appeared 
to be little justification for a military observers' mission. 

The pressure of the present formal Korean request for observers 
luay force UNCOK to re-open the question. On the basis of recent inspec- 
tions of trouble spots along the parallel, the Commission, if it so ohose, 
could adopt a resolution for presentation to the fall meeting of the UN 
General Assembly stating that a threat to international peace exists in 
Korea and recommending the dispatch of military observers. However, it 
is probable that, unless the US strongly supports the Korean suggestion 
for observers, UNCOK will avoid further action during the final weeks of 
the Commission's stay in Korea. 

CHINA 


jfew Communist Offensive starts — In central China, the two month lull in "A" 
military operations has apparently ended. Peiping radio announced that 
Communist armies had launched a "major offensive" along a front extending 
eastward from the Yangtse gorges in Hupeh to the middle reaches of the 
Kan River in Kiangsi. Peiping radio claimed several important victories, 
including the capture of Ichang and Shasi (west of Hankow) and Kian and 
Anfu (south of Nanohang) . The Nationalist later claimed that Kian was 
retaken in a oounter-attaok. The Communist offensive, according to a 
Shanghai dispatch, is aimed in the direction of Canton, some 4-500 miles 
to the south. The only sizable Nationalist force between the Communists 
and Canton is the 175,000-strong Army commanded by PAI Chun g- ha i, PAI is 
expected to withdraw into Kwangsi as soon as the Communists approach his 
present positions in the area about Changsha. Once fully under way, the 
Communist regulars, aided by irregulars already operating in south China 
and by the absence of firm Nationalist resistance, should be able to roll 
into Canton in about SO days. 

// 

Arbitrary taxation of foreign firms— Communist authorities recently have 
imposed arbitrary levies' on business concerns which discriminate particu- 
larly against foreign companies. Although nominally imposed as income 
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taxes a the assessments bear no clear relation to earnings , Tho amounts 
oharged apparently were determined arbitrarily on the basis of what the 
traffic oould bear* Thus far* these taxes have been imposed in two 
cities «, In Hankow* a levy totaling over US§600„000 was imposed* in 
Tientsin,, the levy totalled US$2 8 000 9 0Q0. It is expected that Shanghai 
will soon follow suit with a very much larger levy. 

Most foreign firms do not have sufficient cash reserves to pcy such 
taxes o As a result,, they are faced with the alternative of drawing funds 
from abroad or else liquidating local stocks and capital equipments, 

Foreign businesses are apprehensive that these taxes will serve as pre- 
cedents for further arbitrary assessments in the near future and that 
such taxes will be deliberately applied in some areas to squeeze out the 
foreign competition in favor of government trading organizations., 

Argioultural disasters wil l delay recovery — Communist China is mobilizing **B 
for an all-out fight arainst a series of agricultural disasters which 
have plagued the countryside during the past several months , Some million 
acres of rice land in the Yangtze valley have been flooded* spring drouths 
have damaged crops in north China and south Manchuria and locust swarms 
have further reduced northern yields,. The Communist press is fillod with 
directives regarding famine counter-measures and dyke -buildings, 

This threat to the food supply will undoubtedly force the Communists 
to divert much of their energy from the task of rehabilitation to the job 
of salvaging crop production. Coarse grains with short growing seasons 
are being planted in the north with a chance of maturing before autumn 
frostso Secondary dykes are being thrown up to keep the flood waters of 
the Yangtze from inundating, new orop areas* The revenues of the Communist 
regime * nonetheless* will be cut seriously and general economic recovery 
in Communist China will be delayed by the reduced supply of food and raw 
materials for domestic consumption or export. 

Ambitious five-year rai l plan-*- The Communist All-China Railroad Regulatory 
Conference has okayed a five-year plan to restore China* s existing 16.700 
miles of rail line completely and to add another 6„600 miles of track to 
the system. Railroads have already been given a high priority on manpower 
and raw material allocations by the Communis ts„ and they are working to 
rehabilitate tho lines they now control. Communist successes in rehabili- 
tation to date have been achieved through a process of cannibalization which 
has left the lines weak and inefficient. Double- tracked lines are now 
single -tracked ones* bridges „ ties, rails and ballasting are often of an 
emergency nature 0 The Communists will soon arrive at a point who re canni- 
balization is no longer rewarding and„ with further expansion*, will find 
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fortage of rolling stock and locomotives, m all, 
tSIsoo ^ 8 rail Sy8tem is 93 -tinted to require at least 

existing lines an 1B »ports e The CCP should consider the rebuilding of 
llnea 411 ambitious project, expansion in the next five 

years seems a grandiose dream. 

F ° r e ^ erS may baokflre- Ccmn.ini st authorities in the 

;^nw/^ y - are , 5 notbi ng 150 the abuse of foreigners, par- 
ticularly Americans, in that area and the harsh treatment of : foreiLera 
apparently has either the direct sanction or the implied approval of 
fT ioi&la ° toing authorities have insisted on "shop 

Sit^ SmitfTof M S8a St T Tt &nd MS party before the issuance of 

111 olST «* re S ,rn 5 ° tho lIS * 111309 regulations require that 

settled^or ■) r a ine forei ^ 9re ™ lst either be satisfactorily 

o*’ assumed by a responsible person or firm remaining behind 7 
before any travel permit mil be issued. If the "shop guarantee" form- 
ula is universally applied, it could conceivably result in a situation” 

SrtLf^eT^rSr 1 ” 1 '" *“ ^ TO “ ld f “ thOT1 “> 1 ™ >«*<!•« 


"B" 


^-foreigpiam, aa exer, 1 P lified in a number of Shan™ hi incidents 

” - nu0{ i anti-foreignism will be to deprive Communist China of tho 
tajeour^them^ 7 n ° Urished by ** Go ™i«ta may well prove disadvan- 
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